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GAO found that States had neither set up 
adequate planning procedures to provide for 
health services nor gathered sufficient in- 
formation to establish priorities in areas to be 
funded with Federal money and with the 
States’ own resources. 

Recommendations are directed at the need to 
set up better program management on a con- 
tinuous basis, to review the use of grant 
funds, and to measure program results 
through adoption of evaluation procedures. 
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COMPTROLLER GENERAL OF THE UNITED STATES 
WASHINGTON. D.C. 20548 

B-164031(5) 

To the President of the Senate and the 
Speaker of the House of Representatives 

This is our report on how States plan for and use 
Federal grant funds to provide--public health services, 
maternal and child health services, and crippled’children 
services. / 

We made our review pursuant to the Budget and Account- 
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Audit- 
ing Act of 1950 (31 U.S.C. 67). 

We. are sending copies of this report to the Director, 
Office of Management and Budget, and the Secretary, Depart- 
ment of Health, Education, and Welfare. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL’S 
REPORT TO THE CONGRESS 

HOW STATES PLAN FOR AND USE 
FEDERAL FORMULA GRANT FUNDS 
TO PROVIDE HEALTH SERVICES 

1 Department of Health, 
H Education, and Welfare 
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DIGEST ------ 

The idea behind Federal formula grant 
programs that promote the highest attainable 
level of health is that State and local 
governments 

--are more aware of their needs than the Fed- 
eral Government and 

--should be permitted to decide, broadly, how 
to spend the Federal funds. 

Federal formula grants are funds distributed 
to States according to a formula generally 
based on population and per capita income. 

Although Federal health grants are used to 
provide numerous and beneficial health serv- 
ices, State health agencies need to establish 
an adeguate planning process to identify 
local needs, if the formula grant programs 
are to be used as intended. 

States GAO visited had not established 
adequate plans to provide for health serv- 
ices nor accumulated data needed to estab- 
lish priority funding areas and to measure 
program results. (See p. 9.) 

As a result, the extent to which the grants 
were used to accomplish the following formula 
grant program objectives was not known: 

--To provide public health services where 
needs are greatest and benefits most 
attainable. 

--To reduce infant mortality and promote the 
health of mothers and children in rural 
areas or areas with severe economic dis- 
tress. 

Tear Sheet. Upon removal, the report 
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--To identify early those children needing, 
but not receiving, crippled childrenIs 
services. (See p. 10.) 

For the most part, States had allocated 
funds to specific health programs based 
primarily on tradition and administrative 
convenience. The same programs were 
continued yearly with little management 
review. As a result, health services 
programs were fragmented and poorly man- 
aged a (See p* 22.) 

HEW regards formula grant funds as State 
entitlements and is reluctant to assume 
any management responsibility for the 
program, HEW management activities and 
reporting requirements did not assure 
that States are using Federal funds ef- 
fectively and are complying with certain 
Federal legal requirements,, (See p* 35.) 

GAO recommends that the Secretary: 

--Assist States in developing a systematic 
and continuous planning process. (See 
p. 20,) 

--Determine whether Federal objectives for 
the formula grant programs are being met 
in States s use of grant funds and identify 
management practices which require improve- 
ment to assist in meeting Federal objec- 
tives. (See p. 34.) 

--Replace reports now required from the 
States with a report enabling Health, 
Education, and Welfare regional offices 
to review use of grant funds and to assess 
compliance with legal,requirements. (See 
p. 38.) 

HEW said positive actions are being or will 
be taken in response to GAO’s recommendations. 
(See app- VII.) HEW, however, expressed some 
reservations on the reporting requirements for 
the public health services program,, (See 
p. 39.) Comments received from State agencies 
were considered by GAO in finalizing the 
report. (See apps. VIII, IX, and X.) 
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CHAPTER 1 

INTRODUCTION 

Our report is about the use of Federal funds provided 
by three formula grant programs--general public health, 
authorized by section 314(d) of the Public Health Service 
Act (42 U.S.C. 246) and maternal and child health (MCH), 
and crippled children's services, authorized by title V of 
the Social Security Act (42 U.S.C. 701). 

The idea behind Federal formula grant programs (Federal 
funds distributed to States according to a formula based on 
population and per capita income) is that State and local 
governments are more aware of their needs than the Federal 
Government and should be permitted to decide, within broad 
program categories, how to spend the Federal funds. 

ROLE OF THE FEDERAL GOVERNMENT 

The formula grant programs are administered jointly by 
the Department of Health, Education, and Welfare (HEW) 
headquarters offices and by HEW regional offices. Head- 
quarters responsibilities include establishing policy, 
issuing program regulations and guidelines, and distributing 
the funds. Basic policy and program guidelines are given 
to the regional offices and the States in a series of policy 
and procedure manuals. HEW headquarters is also responsible 
for program evaluations, and a percentage of each appro- 
priation is available to cover this cost. 

Grant program administration has been decentralized by 
assigning HEW regional offices responsibility for 

--providing technical advice to the States on 
administrative problems and program content, 

--conducting site visits to review State programs, 

--making financial audits of the grants, and 

--reviewing and approving State plans required by the 
three grant programs. 

ROLE OF THE STATES 

The States are responsible for managing the formula 
grant programs day-to-day, which includes monitoring program 
activities and evaluating results. Each State must submit 
management reports to HEW regional offices. (See p. 36.) 
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The States must also prepare a State plan for each of 
the three programs. Although Federal law and regulations 
specify areas which must be addressed in a State plan (see 
ch. 3), the States are free to determine how the funds will 
be used within the broad program categories. The States 
decide which health programs will receive grant support and 
the extent of that support. The States also fully control 
how the funds will be used to provide community services. 

SCOPE OF REVIEW 

We reviewed the formula grant programs to find out how 
States plan for and use formula grant funds. We wanted to 
know the extent to which States are aware of their health 
needs and whether or not they have established programs to 
meet their citizens" priority needs. We considered how 
selected States plan for and use formula grant funds and 
the extent of HEW's assistance and monitoring of State 
programs. We worked principally at State health and welfare 
departments in Indiana,. Kentucky, and West Virginia; HEW 
headquarters in Rockville, Maryland; and HEW regional 
offices in Philadelphia (region III); Atlanta (region IV); 
and Chicago (region V). 

Our field work in Kentucky and Indiana was completed 
in August 1974 and in West Virginia in June 1974. 
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CHAPTER 2 

PROGRAM PURPOSES AND HOW FUNDS ARE DISTRIBUTED 

The purposes of the formula grant programs and how the 
funds are distributed to the States are prescribed by 
Federal law. The States use Federal funds according to each 
program"s general purpose statement. Each State's share of 
the annual Federal appropriations is generally based on pop- 
ulation and per capita income. 

GENERAL HEALTH PROGRAMS 

Purpose 

In 1966, the Congress amended the Public Health Service 
Act to provide grants to States to support, develop, and 
expand public health services according to their established 
priorities and goals. States could thus use Federal funds 
flexibly. 

Before 1966, the Federal Government supported State 
public health programs through 16 different categorical 
health programs. Funds appropriated for one category could 
not be transferred to another, nor could they be used for 
any other public health problem. 

The formula grant program purpose is to: 

II* * * provide grants to the States for support, 
development, and expansion of public health services 
to meet the needs of their citizens in accordance 
with priorities and goals established by the States." 

This program was intended to become the principal source 
of Federal assistance for most ongoing State and local pub- 
lic health programs. Federal assistance authorized and the 
amounts subsequently appropriated are shown below. 

FY Authorized Appropriated 

(thousands) 

1968 $ 70,000 $60,200 
1969 90,000 66,032 
1970 100,000 90,000 
1971 130,000 90,000 
1972 145,000 90,000 
1973 165,000 90,000 
1974 90,000 90,000 
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Federal law placed only two restrictions on a State's 
authority to distribute general health grants. First, 
because mental health programs in many States are adminis- 
tered by State agencies other than the State health agency, 
the act required that at least 15 percent of a Statess 
allotment be made available to the State mental health 
authority. Funds allocated for mental health purposes were 
not included in our review. Second, effective in fiscal 
year 1969, at least 70 percent of a State's allotment was 
made available for public health services at the community 
level. This assured that Federal funds were used primarily 
to directly provide services. 

Distribution of funds 

In accordance with section 314(d) of the Public Health 
Service Act, HEW adopted regulations providing that Federal 
funds be alloted to the States based on (1) $3 per person 
up to a maximum of $300,000 and (2) population and per 
capita income. Section 314(d) provides that the Federal 
funds supplement, not supplant, State and local efforts, 
An HEW policy statement further defined the requirement-- 
the States must maintain their level of funding at an amount 
no lower for any fiscal year than for the preceding fiscal 
year. HEW is allowed to furnish States with equipment, 
supplies, or personnel in lieu of funds. When equipment 
or supplies are furnished or HEW employees are sent to a 
State, the fair market value of the equipment or supplies 
or the pay and allowances for personnel are subtracted from 
the State's allotment. The State must request HEW to pro- 
vide these services, 

In fiscal year 1974, the three States in our review 
were alloted: 

--Indiana, $1,786,800. 
--Kentucky, $1,313,300. 
--West Virginia, $829,000. 

MCH PROGRAM 

Purpose 

The Social Security Act, enacted in 1935, authorizes 
MCH grants, The grants are intended to enable the States 
to expand and improve services to reduce infant mortality 
and otherwise promote the health of mothers and children-- 
especially in rural areas and economically distressed 
areas. 



Distribution of funds 

Before July 1, 1974, title V of the Social Security Act 
provided for allocating Federal funds to three kinds of 
programs. Of the funds appropriated annually: 

--50 percent was available for distribution on a 
formula basisI as authorized by sections 503 and 504, 
to States to be used for MCH services and for ser- 
vices for crippled children. The act specified that 
the Secretary of HEW determine, for each fiscal year8 
the division of funds between MCH services and 
crippled children's services. Historically, the 
funds have been divided almost equally between these 
two services. 

--48 percent was available for special project grants 
for (1) maternity and infant care services, including 
family planning and intensive infant care projects, 
as authorized by section 508, (2) health services 
for children and youth care, as authorized by section 
509, and (3) dental health services for children and 
youth, as authorized by section 510. 

--lo percent was available for supporting training and 
research projects, as authorized by sections 511 and 
512, respectively. 

Federal funds available for distribution in fiscal year 1974 
totaled $265,868,000. 

The act authorized the Secretary of HEW to (1) transfer 
up to 5 percent of the annual appropriations among author- 
ized programs and (2) use up to 25 percent of 50 percent of 
the funds authorized for programs under sections 503 and 
504 for projects which the Secretary determined to be of 
regional or national significance. In addition, a part of 
the funds authorized each year under sections 503 and 504 
was set aside for mental retardation projects. 

Funds to be used for MCH services under section 503 
were distributed to States according to the following 
formulas: 

--One-half of the funds available for MCH services was 
divided among the States by allocating $70,000 to 
each and dividing the remaining funds among them, 
according to each State's percentage of total live 
births in the United States, during the latest 
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calendar year for which statistics were available. 
State matching of these funds on a one-for-one basis 
was required. 

--The other half of the funds, after setting aside 
certain amounts for mental retardation projects and 
for other projects which the Secretary of HEW deter- 
mined to be of regional or national significance, was 
divided among the States according to each State's 
financial needs. The formula used to distribute 
these funds favored rural States having low per 
capita incomes and State matching was not required. 

The distribution of funds for crippled children ser- 
vices under section 504 is discussed on page 7. 

HEW could distribute the remaining funds appropriated 
under title V through direct project grants to State 
agencies and to public or other nonprofit institutions. 
Grants were made for 

--projects for maternity and infant care services, 
health services for children and youth care, and 
dental health services for children and youth, 
authorized by sections 508, 509, and 510, and 

--training and research authorized by sections 511 and 
512 (could include contracts or other agreements, in 
addition to grants). 

When title V was amended in 1967 to authorize special 
project grants (sections 508, 509, and 510), provision was 
made to transfer such projects to the States on July 1, 1972. 
After that date the funds were to be distributed to the 
States under the formula provisions. Transferring the 
special project grants, however,. was extended to June 30, 
1974, primarily because neither the States nor HEW had made 
adequate preparation for the transfer. 

On July 1, 1974, funding for the special projects was 
discontinued. Ninety percent of the appropriation became 
available for distribution under sections 503 and 504. As 
a result, the funds available to the States increased from 
$60,778,000 to $179,051,000. 

Project grant funds were not distributed evenly 
throughout the country; therefore, shifting funds from pro- 
ject to formula grants would have resulted in some States 
getting less funds and others getting more. In order to 



Lessen the impact on the States receiving less funds and 
to "hold harmless" the population served by the project 
grants, the Congress amended title V to provide that no 
State receive less than its 1973 allotment plus the amount 
of special project funds or the allotment calculated under 
the July 1, 1974, method. For the States we reviewed, this 
increased formula grant funds to be managed by the States 
as follows: 

FY 1974 FY 1975 Increase 

Indiana $1,345,800 $3,911,700 $2,565,900 
Kentucky 1,172,400 3,430,800 2,258,400 
West Virginia 603,100 1,760,900 1,157,800 

CRIPPLED CHILDREN'S PROGRAM 

Purpose 

The crippled children"s program, started in 1935 under 
title V of the Social Security Act, is intended to enable 
each State to extend and improve services for crippled 
children, including diagnostic, medical, and surgical ser- 
vices and hospitalization. 

Title V requires the States to try more vigorously 
to screen and treat children with disabilities, or condi- 
tions leading to disability, through intensified identifi- 
cation and periodic screening of children. The act defined 
a crippled child as one below the age of 21 who has an 
organic disease, defect, or condition which may hinder nor- 
mal growth and development. 

Distribution of funds 

Under section 504 of the act, funds to be used for 
crippled children are distributed to the States according 
to the following formulas: 

--One-half of the funds available to the States for 
crippled children's services must be divided among 
the States by allocating $70,000 to each and dividing 
the remaining funds among them based on each State's 
need, as determined by the Secretary, after consider- 
ing the number of crippled children in the State 
needing services and the cost of furnishing such 
services to them. (The number of crippled children 
in each State is not known, and, in practice, the 
funds are divided among the States according to each 
State's percentage of the total people under 21 in 
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all States.) State matching on a dollar-for-dollar 
basis is required. 

S-The other half of the funds, after setting aside 
certain amounts for mental retardation projects and 
for other projects which the Secretary of HEW deter- 
mines to be of regional or national significance, is 
divided among the States according to each Statens 
financial needs. The formula used to distribute 
these funds favored rural States having low per 
capita incomes, and State matching is not required. 

In fiscal year 1974, a total of $64,900,000 was avail- 
able for distribution to the States to support crippled 
children's programs. 

The three States we reviewed received the following 
Federal funds for fiscal year 1974: 

--India&, $1,436,900. 
--Kentucky, $1,288,500. 
--West Virginia, $740,900. 
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